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EDITORIAL DEPARTMENT NOTE 


While the formal business. budget is a comparatively recent 
addition to the tool-chest of methods of business management, its fore- 
runner, the informal budget of plans and good intentions, reaches far 
back into the business and social life of the human family. Around 
anuary 1, these often take the guise of New Year’s resolutions. 

owever, while the business executive must constantly live with his 
problems of administration, there are certain periods when planning 
for the future seems particularly appropriate and effective. Budgets 
and New Year’s resolutions often coincide in point of time. Hence the 
seasonableness of our current publication. 

The author, Chester E. Weger, was born near Denver, Colorado, 
in 1892, and graduated from the University of Michigan in 1914 with 
degree of Bachelor of Electrical Engineering. 

He was employed by Henry L. Doherty & Company in 1916 
as a Junior Engineer with the Denver Gas & Electric Light Com- 
pany, later being transferred to the Statistical Department of Henry L. 
Doherty & Company in New York. 

After a year in the U. S. Army he returned in January, 1919, 
to New York with Henry L. Doherty & Company on Cash Analysis 
work in the Budget Department and became supervisor of the Cash 
Budget section. In 1923 he was made manager of the Budget Depart- 
ment and Secretary to the Executive Committee. 

Henry L. Doherty & Co. was one of the first to see the value 
of budget planning and to develop it as a definitely dependable instru- 
ment of management. The methods of budget procedure and adminis- 
tration as employed throughout the organization, have been in the 
course of development since 1913 and are applied as effective aids to 
the management in controlling all the operations under their supervision. 

Mr. Weger has also been closely associated with the work of 
the Budget Committee of the National Electric Light Association since 
this Committee was formed in 1921 and has been a member of the 
Committee for the last two years. He is a member of the American 
a Association. 

paper was the subject of his recent talks before the 
Philadelpiia and New York Chapters of the N. A. C. A. 


THE PREPARATION AND ADMINISTRATION OF BUDGETS 


_Many articles have appeared recently written by budget 
experts in one field or another, explaining what a budget is, how 
4 particular budget system has been successfully applied, or what 
in general a budget system is supposed to accomplish. In these 

teachers, accountants, treasurers and business experts all 
point out the aim of budget procedure as an aid in the management 
business concerns. 
In view of so much favorable testimony which has been 
accumulated concerning the budget, it is surprising to observe how 
little enthusiasm is generally accorded to this subject in manage- 
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ment and executive circles. In some organizations you will find 
that their budget system is tolerated as a necessary evil to the 
Treasurer’s activities. It is the means of keeping this officer in 
touch with the future cash requirements of his company and vir- 
tually exists for the Treasurer’s benefit alone. 

In other organizations their budget system is confined almost 
entirely to that phase of operations having to do with the creation 
of new permanent investments or the making of improvements in 
existing plant facilities. In these particular concerns the Treasurer 
does not even bother about the budget and his periodic advance 
surveys of cash receipts and disbursements are often made without 
any reference to the routine budget procedure. I take it that the 
chief concern of the Treasurer in these cases would be to avoid 
writers’ cramp from signing dividend checks in making distribu- 
tions of cash to holders of the common stock. 

In still other organizations the Budget refers only to Sales 
and Expenses. For example, it is only a few weeks ago that I 
received a great surprise when the chief budgeteer of an organiza- 
tion which has been loudest in broadcasting the virtues of its 
budget system, came down to New York to inquire if we could 
offer him any friendly suggestions for putting concretely before 
his executives a statement of cash results predicted by the budget. 
When all was said, I found that his organization had been con- 
cerned thus far almost entirely with the development and applica- 
tion of sales and production estimates. Little time and thought 
had been given to budgeting the other phases of their business. 
However, now that the sales and production budget problems had 
been partially answered, they were turning their time and attention 
to applying budget procedure completely to all the activities of 
their business. 

These observations have convinced me that budget develop- 
ment up to this time has been very largely a matter of expediency 
—the result of efforts of individual departments to cope with an 
immediate and particularly pressing situation. This, to my mind, 
is the reason why the executive staffs of many organizations do 
not accord more general enthusiasm and support to the budget 
idea. They have usually delegated to a subordinate department 
head the task of finding the solution to a difficult situation and 
when the solution has been found, perhaps through the application 
of some phase of budget procedure, the executives too frequently 
have not recognized the instrument which, with their support and 
guidance, might have become the surest means of protecting and 
co-ordinating all phases of the business, of stabilizing the present 
earning power of their company and utilizing to the best advantage 
its available resources for the creation of additional earnings. 

How much simpler would be the problem if budget procedure 
could in all cases be installed under the broad gauge view of a 
executive who was fully cognizant of his responsibilities in relation 
to the budget and whose watchful eye and sympathetic ear were 
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ever open to a careful follow-up and analysis of budgeted results. 

It is very probable that the first and most important problem 
confronting those of you who may be directing some phase of 
budget work is to arouse the attention and interest of your execu- 
tive staff to a point where it appreciates that a successful applica- 
tion of budget procedure cannot be made without its whole-hearted 
recognition and support. 

In speaking of budget procedure I do not refer merely to a 
financial estimate or a sales estimate or a construction estimate, 
but to a recognized plan of operation which expresses the purpose 
of all the activities of the business over a future period; a 
co-ordinated plan of business conduct which outlines future opera- 
tion from certain known fundamental conditions; a certified plan 
and schedule of operations which is not intended to be altered 
except by and with the concurrence of those who acquiesced in the 
plan. Certainly the responsibility for such a budget can rest only 
with the chief executive. 

In this connection, may I read to you a summary from an 
address made by Mr. Frank W. Shibley at a dinner of the Illinois 
Manufacturers’ Costs Association in Chicago, on April 28, 1925? 
As many of you may know, Mr. Shibley is a Vice-President of the 
Bankers Trust Company of New York. He has had much experi- 
ence since 1920 in making readjustments and reorganizations of 
business concerns in connection with the commercial business of 
the Bankers Trust Company and his experiences in these difficult 
situations, I think, make it well worth waile to recall what he 
has to say. His address is summarized as follows: 


‘Scientific Industrial Management contemplates and embraces: 


1, An executive with power, who has a comprehensive knowledge 
of the industry in which his business is placed, who knows 
how to make and administer an annual budget, who appre- 
ciates the true relationship between earnings on invested 
capital and earnings on sales, who is at all times a forward 
looking man, one constantly feeling his way into the future, 
not necessarily. a genius or one gifted with extraordinary 
ability, but a man of sound judgment and good common sense. 

2. A business balanced in every essential department. 

8, A budgetary system of control administered by the chief oper- 
.ating executive; the man above referred to. 

4. A sales policy, the aim of which shall be to get the product of 
the company under its original name to the consumer by the 
most direct and cheapest means. 

Scientific industrial management simply presupposes thought ap- 
plied to business and action based on accurate forecasting.” 


You will not fail to perceive the importance which Mr. Shipley 
attaches to the budget as a means of assisting in the solution of 
the perplexing problems of management, and may I invite your 
attention to the emphasis which he places upon what he considers 
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to be the proper relation of the budget to management. Unmis- 
takably he considers the administration of the budget one of the 
most important functions of the management. 

To my mind this is a most essential consideration in the admin- 
istration of the budget in any business. The attitude of the chief 
executive toward the budget and the degree to which he assumes 
the responsibility for its preparation and administration, very 
largely predetermine the value which will be returned from the 
budget. If the executive is lax in his attention to or not wholly in 
sympathy with the budget, you may rest assured that any system 
which you may devise will degenerate sooner or later into the 
parlor game of guessing what next year’s figures will be. 

“Guesstimating,” a term which all of you may have heard 
applied to this method of arriving at future results, has some 
advantages but relatively it accomplishes very little. Under this 
system you would have the satisfaction of being able to say, “Yes, 
we ‘guesstimate’ in advance. We can tell you very closely what 
our future earning may be, if conditions do not change; or what 
our future cash position will be, if Lady Luck does not desert us.” 
Usually such “guesstimating” only occasions a mild interest on 
the part of the chief executive when the anticipated results are 
made known to him, and, if he makes any comment, it will be 
very likely to say, “Interesting, if true.” With this remark he 
may sign his name to the document and, in the press of other 
matters, pass along the so-called budget without any serious con- 
sideration, to the treasurer to use, if that official dares to do #0. 
It may be predicted here that this individual, being usually of 
pessimistic turn of mind, probably will not dare and accordingly 
will proceed to revise the sales figure downward and the expense 
figures upward until the net result looks more reasonable, “the 
way he figures it.” 

This brings us to the point of considering what a budget 
really should represent. It would be very unusual if we did not 
have here tonight very diametrically opposite views on this ques 
tion. There are doubtless those who feel that a budget is very 
largely an accounting matter. They believe that the accounting 
staff, being closer to the books and in intimate and daily contact 
with the past results, is in the best position to predict future 
results. To these individuals budgeting is simply accounting in 
advance, to apprise us of where we may land if conditions continue 
about as they have been. Such a budget is characterized by un- 
itemized expenditures based on past history. It usually is not 
concerned with unit quantities and prices and of course it is lacking 
in sympathy and support from the operating organization and is 
in no way binding upon it. The final answer may be close to 
actual if fundamental conditions do not change. Perhaps it might 
even be closer to the actual results than a more scientific compi 
tion. Since this “guesstimate” method of compiling a budget involves 
a minimum of time, effort and money to get an answer, then i 
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may be asked, “What is the value of a more costly and elaborate 
ure?” In a very few words, the answer is that “Guess- 
timating” does not supply the executive with a means of control. 

An effective budget system, on the other hand, concerns itself 
almost exclusively with the perfection of control. In budgeting 
it is not necessarily the answer that is important. What counts 
more are the procedure and the methods used in arriving at the 
answer. An effective budget procedure must invite and assist 
the individual to think clearly and reason correctly about his future 
problems. Careful thinking implies control and when such think- 
ing is based on material facts, almost insures control. The parcel- 
ing out of individual responsibilities together with the knowledge 
that these responsibilities are accepted, this means co-operaton 
of the personnel. Departmental functions in balance and in phase, 
this means co-ordination. And there you have it, gentlemen, what 
a budget system means to me—co-operation, co-ordination and 
control. These three words stand out in the field of budget admin- 
istration, real landmarks which you may refer to always for 
guidance in this work. 

Who is interested in a mere accumulation of figures intended 
to predict the future financial position? What security does such 
an accumulation offer to the organization? Beyond the scant 
value it might be to the treasurer, it is obviously not significant 
and indeed is to be considered only “interesting if true.” 

However, if all the plans underlying the budget have been 
formulated and scheduled by those individuals who expect to carry 
out the plans of their own making; if there has been a mutual 
concurrence in plans up and down the line; if it is understood 
that the budget is to prevail in every circumstance unless contrary 
to the logic of business judgment, then when the word is given 
to go ahead, each individual in the entire organization knows 
exactly what mark he is aiming for. Having set that mark for 
himself or having agreed that it is a reasonable attainment, each 
individual is in a proper frame of mind to do his level best to 
accomplish what has been cut out for him and he is spurred on 
by the knowledge that he alone is accountable for the progress 
made. Imagine the supreme confidence and security an executive 
must feel when the initiative and driving power of each individual 
worker in his organization is focused on the attainment of that 
single objective—to meet the budget. 

Suppose now, that changing economical conditions are sud- 
denly imposed upon our organization. Some fundamental con- 
sideration, either favorable or unfavorable, and beyond control, 
May easily make it impossible or not feasible to attempt to carry 
out the original plans. For this contingency the budget system 
must have sufficient flexibility to permit the organization quickly 
to formulate new plans to cope with the new conditions. Re- 
arrangements must be made at once to restore the balance which 
some outside condition has disturbed; a new goal must be set up 
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and the concurring voice of the management obtained again before 
going ahead. It is this phase of budget application dealing with 
proper concurrence in budget revisions that many times seems to 
be most weak. Too much stress cannot be laid upon the necessity 
of securing the same advanced concurrence of the management 
when fundamental changes in policy are contemplated as when 
the original plans were first placed in effect. 

In our own organization we do not place undue stress upon 
the attainment of the original budget. It is all a matter of whether 
the individual has had within his control the factors which have 
influenced his budgeted result. However, we do attach great im- 
portance to the ability of the operator to pass on to the executive 
promptly the effect on the budget of any change in conditions 
whether for better or worse. The earlier such changes are made 
known and the farther into the future their effect is projected, 
the easier it is for the organization to cope with a new situation 
and take full advantage of the new opportunities which have been 
created. Obviously, if the operators feel the responsibility of 
keeping the executive staff advised of changes in conditions, there 
will result a co-ordination of effort which is quite indispensable 
to the safe conduct of the business. 

When the chief executive comes to be the chief supporter of 
the budget and after the purpose of the budget comes to be ree- 
ognized by all primarily as a means of control, it is quite possible 
that you still may not be satisfied with the results from your 
budget system. I would like to offer one or two suggestions cal 
culated to confirm what you may already know to be the reasons 
for the leaks which seem to impair the efficiency of your budget 
procedure. 

It has been my observation that a fair share of the difficulties 
in budget administration may be traced back to the lack of a 
definite personnel organization. Very frequently you will find 
that budget procedure does not function accurately, promptly and 
effectively on account of indefinite or overlapping responsibilities 
or on account of some failures to accept responsibility. For my 
part I am a great believer in organization diagrams which, when 
accompanied by some definitions of responsibility, tend to eliminate 
misunderstandings and make it simple and easy to tag the indi- 
vidual with the budget promise which he is expected to perform. 
One great advantage of real budget procedure is that it forces 
consideration of responsibilities by emphasizing any lack of co 
operation and co-ordination. 

It is of vital importance in this connection that the job of 
collecting, analyzing and co-ordinating the budget information such 
as might ordinarily be carried on under the title of “Budget Di- 
rector,” be understood correctly by the whole organization. Re 
gardless of where budget data are collected, analyzed and co 
ordinated, whether in the comptroller’s, the treasurer’s or the 
secretary’s office, it must be recognized that this job cannot be 
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the responsibility of any one of those officers under those titles. 
To be sure, the management being responsible for this budget, 
may, for convenience, assign one of those officers the duty of super- 
yising the compilation of the budget, but in no event, I believe, 
should such an assignment be confused with the duties of the 
Comptroller, Secretary, or Treasurer. The person who accepts 
the assignment of getting the budget together, is necessarily acting 
for the management and, for the sake of clearness, the organization 
diagram should show the responsibility for assembling the budget 
directly under the management, but through the medium of a 
Budget Director, say, or perhaps the title “Staff Assistant to the 
Management” better implies the significance which should be at- 
tached to this position. If the Treasurer, for example, is made 
responsible for the budget, then this individual’s name might well 
appear twice on the organization chart, once on the management’s 
staff as Budget Director and once as Treasurer of the Company. 
It is very discouraging for a budget man to have worked 
diligently in the face of precedent to overcome prejudices and 
inertia in order to place in the hands of the chief executive his 
one best means of making the uncertain more certain, of making 
the unequal more equal, only to find himself the target for all 
the adverse criticism which is sure to fall to his lot if the chief 
executive does not fully appreciate his own responsibility and, 
by default, permits the budget man to become the “goat.” 
Another place where things are often found askew in budget 
administration is in the alignment of the accounting procedure to 
tie-in with operating responsibilities. If the budget is to be most 
effective, the classification of accounts should, it seems to me, be 
designed at least in essential points, to conform with the mental 
process of the management in thinking about the business. The 
parts into which the management resolves a business when study- 
ing and visualizing the results, are the best indications of the 
lines to be followed in setting up the accounts. Under present day 
business methods, where management tends more and more to 
delegate to particular individuals the authority and corresponding 
responsibility for certain activities, it becomes increasingly neces- 
sary that particular accounts reflect these certain activities. The 
executive in reviewing the actual results in relation to the budget 
can then not only weigh the results but can know who is respons- 
ible for the results, which is most desirable in gauging the degree 
of reliance which is to be placed on the individual with whom the 
responsibility rests. When accounts do not conform reasonably to 
organization lines, there is every opportunity to “pass the buck” 
and incentive is lost for keeping expenditures within budget limits. 
From recent experience I am convinced that the first approach 
to installing a budget system should be by way of a thorough 
study of the accounting process by the management. Precedent 
in accounting matters seems to be accorded almost undue considera- 
tion and a very decided reluctance exists to consider changes in 
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accounting procedure. There seems to be a tendency to regard 
accounting problems as being reserved for consideration in some 
sacred sphere which is beyond the pale of operators, engineers and 
executives who have not been baptized in the accounting faith. If 
the executive will make a study of the accounting procedure it 
will in many cases give him for the first time a real insight into 
the accounting methods in use and an understanding of them, with 
the very probable result that some changes will be suggested 
better to meet the ideas of the management in following respons- 
ibilities and lines of control. 

Am I too optimistic in expressing the hope that all of you 
gentlemen here tonight feel as I do that accounting is but a service 
to management in recording for its information and guidance the 
actual results of yesterday while budgeting renders a similar 
service in attempting to predetermine the results for tomorrow? 
The tomorrows fade into the yesterdays and the comparison of the 
estimates with the actual should be accomplished simply and 
clearly as often as may be necessary to keep the executive con- 
tinually posted on his position in relation to the desired course as 
laid down by the budget and to keep him advised of the reason 
for any deviation from that course. This cannot be accomplished 
without a complete mutual understanding on the part of the ac- 
countant and the budget man as to accounting procedure and 4 
realization by both that their function in common is to serve the 
management. 

It seems to me, that the points which I have just discussed 
are so fundamental and important and must be so unive 
considered in budget administration, that I have felt warranted in 
dwelling at some length to present them definitely for your first 
consideration. With your permission, I will now discuss more 
specifically some of the budget methods and procedure as applied 
by Henry L. Doherty & Company in the conduct of the various 
kinds of business carried on under our management. 

We have to confess along with many other organizations, that 
our budget procedure grew out of the necessity of conserving 
cash resources. The real beginning was made back in the trying 
times of 1913 and 1914 before the war. Accordingly, in the depres- 
sion immediately following the war, our budget procedure had come 
to be recognized throughout our organization as an absolute guide 
in conducting our affairs. Our 12 years of intensive effort on 
budget development have brought us now to the point where we 
feel we may look with some pride on our accomplishments to date, 
but very humbly can we see the much that remains for us to do 
in the future. 

It might be well to mention the parts into which the budget 
process seems to us logically to be divided. These are first, 
original estimate, made before the budget period begins; second, 
the follow-up and comparisons of the original estimate with 
actual; and third, the revisions of the original estimate. All our 
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budget forms are designed to maintain fully these three different 
steps. The original budget covers a calendar year and is always 
referred to as a basis in making monthly comparisons. When 
revised estimates are made, the variations from the original 
budget are expressed in terms of anticipated differences and the 
identity of the original estimate is thus always maintained. 

We frequently have forecasts prepared on individual com- 
panies for a ten-year period to indicate trends and the extent of 
future possibilities. Such forecasts are usually brought up to date 
once each year. For the working budget, however, we have found 
the year most satisfactory for all companies because in 12 months’ 
total, the seasonal distortion is eliminated and the results of suc- 
cessive budget periods are on a comparable basis. 

Personally, I believe that our greatest good fortune in budget 
work originated with the idea to use the balance sheet as a basis 
for preparing budgets. In organizations such as ours, which is 
composed of possibly one hundred and fifty individual, widely 
separated, operating companies, engaged in carrying on many 
different kinds of business, it becomes a problem in itself to find 
a common language and procedure which can be easily understood 
alike in the field and in the central office and which can be applied 
without undue modifications to all companies without the need 
of an interpreter. 

After all, whether it is a Gas or Electric Utility Company, a 
Railway Company, an Oil Producing Company, a Refining Com- 
pany, an Appliance Manufacturing Company, a Construction Com- 
pany or a Marketing Company, the respective balance sheets are 
similar in essential details. Business men who have the respons- 
ibility of the management of these companies and those who sit 
on boards of directors, all have some knowledge of what a balance 
sheet means. 

In these days, also, there is more and more of the tendency 
to call in commercial and investment bankers for advice and assist- 
ance in financial matters. Always, the most successful way to 
approach these gentlemen is with an earnings record in one hand 
and an actual balance sheet in the other. If, in addition, you are 
in a position to show the banker an estimated earnings statement 
and an estimated balance sheet, which have been prepared from 
a budget in which you thoroughly rely, then your chances for 
favorable consideration at his hands are very materially increased. 
Confidence is the basis of most credit arrangements and a budget, 
particularly on a balance sheet basis, is very tangible and accept- 
able evidence that appeals to the banker as indicating sound and 
careful management. 

It certainly seems to me that if it is proper to consider past 
results from the standpoint of earnings statements or balance 
sheets, it is of even more importance that we look into the future 
with the same kind of consideration. Again I say that I attribute 
no little part of any success we may have had in this work to the 
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fact that early in the development of our system the balance sheet 
method of budgeting was adopted. 

Perhaps it would be well to explain more fully what is meant 
by the balance sheet method of budgeting. In this method the 
items in the budget represent estimated changes in all the balance 
sheet accounts. Since we think of the Net Cash Production as a 
governing factor in our budget, the estimated change in the cash 
account is the last item in the budget. The algebraic sum of the 
changes in all other balance sheet accounts when expressed in terms 
of their effect upon cash, will of course give the change in the cash 
account. Additions to cash representing credits to other accounts 
are shown as black figures while deductions from cash representing 
debits to other accounts are shown as red figures. If the estimated 
debits to an account exceed credits, then the net change in the 
balance as shown in the budget will be the equivalent of a deduction 
from cash and will be set down as a red figure. Likewise in 
making comparisons with the estimate, we use red figures in the 
difference columns to denote expenditures in excess of the budget, 
while black figures show savings. I must confess that many ac- 
countants have very little sympathy with the use of the black and 
red color scheme for showing additions to cash and deductions from 
cash, respectively. However, this method has distinct advantages, 
the first being that red figures assist in picking out at a glance the 
items which need attention, and the second being that the number of 
columns required on a sheet is very materially reduced. 

When considering the changes in the balance sheet, there are 
three principal activities that very largely influence the cash posi- 
tion of the business. These are: (1) the Operating Estimate, 
dealing with revenues and expenses, and producing net profits or 
losses reflected in the Surplus Account; (2) Capital Expenditures; 
and (3) Storing of Supplies and Materials. The whole tenor of 
the budget depends upon the results of these three activities be- 
cause most of the changes in balance sheet accounts depend upon 
or are influenced by these results. Accordingly, each of these 
three activities is carefully controlled by subsidiary estimates, with 
monthly follow-up comparisons and monthly revisions. 

The Operating Estimates divide the company total into depart- 
mental revenues and expenses, each in accordance with the account- 
ing classification. The principle of having the individuals down 
the line prepare the estimate is carried out as far as is at all 
practical. The revenue predictions are based upon the unit quan- 
tities and rates for each different class of commodity sold. The 
production department is responsible for the estimate of expenses 
required to turn out the quantities called for by the sales estimate. 

One great weakness which I think generally remains to be 
overcome in preparing Operating Estimates is the tendency t0 
place too much reliance on comparisons with last year. So far as 
I can see, no particular credit attaches to repeating this year the 
mistakes we made last year. Why is last year’s figure to be con- 
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sidered a standard of comparison? How can one remember all 
the unusual, favorable, or adverse items that have entered into an 
account during the previous twelve months which ought to be 
eliminated before accepting last year’s performance as a guide for 
next year’s estimate? To use last year’s actual figure as an excuse 
for the amount to be set down in next year’s estimate is, I think, 
only a confession that the contributing factors to last year’s result 
are not known. 


It is a thrill that comes once in a lifetime when a man sizes 
up his problem, carefully concludes what results within reason he 
knows should be obtained and then sets himself to the task of 
making a budget to give those results. It takes initiative, courage 
and forethought to approach the operating budget problem from 
this angle, but it is a most praiseworthy accomplishment. The 
man who has tried this system and failed to realize fully his ambi- 
tion, has accomplished more good for himself and his organization, 
than the individual who has been satisfied to copy last year’s 
results, little considering whether they were good, bad, or in- 
different. 

The Follow-up Comparisons with the Operating Estimate are 
made monthly. One comparison shows actual results for the month 
compared with the estimate for the month. Another comparison 
shows the actual results for the budget period accumulated for all 
months to date, compared with the estimate for the period to date. 
Anticipated differences from the original estimate for the re- 
mainder of the year are also items to be set up each month so 
that it is possible to compare the original estimate for the twelve 
months with the revised probable actual for the twelve months. 
These comparisons and anticipated differences all originate in the 
local offices and are forwarded to the central office in New York 
as an integral part of the monthy Operating and Financial Report 
over the signature of the general manager of the operating 
company. 

Provision is made on each comparison for explaining the 
reasons for important differences from the estimate realized to 
date and also for explaining the reasons for the differences anti- 
cipated for the remainder of the year. When received in New 
York the reports are analyzed and studied in the Budget Depart- 
ment and any important new factors which have appeared since 
the previous month’s advice, are brought to the attention of the 
New York Operating Department, or some other executive depart- 
ment interested. Consolidations of all budget reports are made 
monthly by the Statistical Department for executive consideration. 

The Construction Estimate is composed of items requiring 
expenditures for plant account or extraordinary maintenance, each 
item being supported by a construction requisition. Every con- 
struction requisition gives a detailed estimate of labor and material 
expenditures on a man-hour and unit cost basis; states definitely 
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the location with supporting maps and charts when necessary; 
discusses in full the necessities and benefits to be derived from 
the expenditures; gives a detailed calculation of the earnings or 
savings to be made as a justification for the expenditure; carries 
a statement of the financial plan showing the cash outlay and shows 
a distribution of expenditures by accounts. Each requisition, of 
course, bears the approval signatures of the local officials. 

Each month’s follow-up comparison on the Construction 
Budget is made to show by individual requisitions the progress of 
expenditures to date in relation to the original estimate and to 
show anticipated differences from the estimate for the remainder 
of the budget period. A comparison is also made each month be- 
tween the Now Estimated Ultimate Expenditure for each requisi- 
tion and the Last Authorized Amount. Anticipated over-runs or 
under-runs are thus pointed out well in advance of actual expen- 
ditures. The follow-up comparisons are reviewed in the New York 
Budget Department and any important over-runs or under-runs 
which seem to be impending are brought to executive attention. 

It is understood (emergencies excepted) that no commitments 
for construction expenditures will be made previous to concurrence 
of the New York Executive Committee. It is likewise understood 
that no commitments will be made involving over-runs on work 
already started without New York concurrence. It may be stated 
that these understandings are very generally accepted and lived up 
to throughout the organization. 

As a matter of interest it might be remarked that we experi- 
mented last year and again this year with the idea of submitting 
the original construction budget on a minimum basis. That is to 
say, the original budget included only those construction expendi- 
tures that were considered necessary or unavoidable in the satis- 
factory operation of the local company. All that class of con- 
struction items which might be called urgent or desirable, were 
submitted in requisition form but not included in the budget. 
This procedure has been found to permit more time and attention 
to be given to the engineering and economic phases of a large and 
important portion of the construction program. It tends to limit 
at any one time the maximum authorization of outstanding com- 
mitments for construction and might conceivably avoid the later 
necessity of withdrawing authorizations in order to conserve cash 
lost through a decline in estimated earnings. Usually very little 
can be done by cutting expenses in a period of depression, to 
bolster up a serious loss in revenue. Conservation of cash in such 
cases usually must come by a contraction of the construction 
program. It is much safer and less costly, and also less disastrous 
to morale, to defer authorization on new construction work than 
it is to withdraw an authorization previously granted and on which 
some expenditures already may have been made. Another ad- 
vantage of the minimum construction budget is that it permits an 
intelligent selective process to be used on the urgent and desirable 
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dass of expenditures, making it possible to pick out those items 
which promise the best returns. 

Before leaving the subject of construction budget, I would 
like to mention an important problem which now confronts us in 
this work; namely, how to check up on the estimated earnings or 
savings from individual construction expenditures. When you buy 
a turbine, certain efficiencies and economies are guaranteed by the 
manufacturer. You may spend $3,000 or perhaps $5,000 or more 
to run an acceptance test for the express purpose of finding out 
if these economies can be realized. Whoever thinks of spending 
money after the turbine is installed to verify whether or not the 
company is actually benefiting by increased earnings or savings to 
the extent estimated when the request was made for the money 
to install the turbine? Too little thought is now being given in 
the follow-up of construction expenditures to see that they actually 
yield the estimated earnings or savings which were used as a 
justification for the expenditure. 


The Stores and Supplies Estimate is divided into three groups: 
Operating Materials 
Construction Materials 
New Business or Appliance Stocks. 


These Stores Programs are closely co-ordinated with the Operating 
Program, Construction Program and the New Business Program, 
respectively. Estimated balances are arrived at for each month 
and the estimated turnover is calculated. Follow-up comparisons 
are made each month between the estimated and actual balance 
for the end of the month and also between the estimated and prob- 
able actua! balance for the end of the year. Likewise comparisons 
are made each month between the originally estimated turnover for 
the year and the revised probable turnover for the year. These 
monthly comparisons are also studied in the New York Budget 
Department and the responsible New York operators are advised of 
important discrepancies from the original estimate, so that they 
may take suitable steps to correct any untoward conditions. 
When the Operating, Construction, and Stores estimates have 
prepared, it is then rather a simple matter to fit the cash effect 
of these into the balance sheet budget and supply a correlated 
timate of the other balance sheet account changes. The accrual 
tide of the estimate for reserves, taxes, interest and insurance 
accounts will agree with the corresponding amounts set up as 
deductions in the Operating Estimate. Charges to Replacement 
e are taken from the accounting distribution on the Con- 
struction Requisitions. Tax Payments, Interest Payments and In- 
wirance Payments are known to the secretary or treasurer of the 
company and can be scheduled in the proper months as estimated 
debits to those accounts. Sinking Funds and Dividend Payments 
até simply deductions from cash to be scheduled when payable. 
unts Receivable have their debit side directly related to operat- 
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ing revenues. Credits from collections will need to be based on 
these revenues. Accounts Payable estimate is determined largely 
by the policy to be pursued in asking creditors for terms and the 
policy in regard to bank loans. The completed balance sheet 
schedule when added up shows on the bottom line the estimated Net 
Cash Production, total for the year and detailed by months. This 
complete picture is referred to as a Cash Budget. The picture is 
complete because the balance sheet necessarily embraces every 
activity in which the company is engaged. No loophole is left 
where dollars may go astray. They are all accounted for. 

The estimated twelve months’ total budget changes are set up 
in one column beside a second column showing last year’s com- 
parative results and also beside a third column which shows the 
balance in the accounts at the beginning of the year. It is rather 
an easy matter to compute an estimated balance sheet for our in- 
formation or that of our banker friends, by adding the estimated 
ny in balance to the actual balances at the beginning of the 
period. 

Every month the follow-up comparisons are made against the 
cash estimate both for the month and for the period to date. 
Anticipated differences are also stated for the remainder of the 
budget period. Provision is made for explaining the differences 
from the estimate, both those differences realized to date and those 
estimated for the remainder of the period. The monthly conm- 
parisons are analyzed and condensed in the New York Budget 
Department for all companies each month. This condensed sunm- 
mary showing the differences previously stated and the new factors 
since the last advice in terms of changes in balance sheet accounts, 
goes to the New York treasurer for his information. 

Twice each month a statement is made for the treasurer which 
takes into account all the new factors of which we have been ad- 
vised up to date on all operating companies, and gives him the latest 
information as to éxpected receipts and disbursements for the 
remainder of the year, for these companies. The cash picture is 
then otherwise revised with respect to New York Office expendi- 
tures to give a completely new and up-to-date view of the cash 
position by months for the remainder of the year for the entire 
organization. 

It will be seen that for information about the future cash 
— of the company our treasurer relies entirely upon the 

udget. The statements that come to him concerning future opera- 
tions are the result expressed in dollars of the carefully thought-out 
plans and accepted policies for the entire organization. Please 
not overlook the fact that while the budget culminates in a state 
ment of estimated cash production which is of particular interest 
to the treasurer, it is no less a vital and integral part of the every 
day business of the operator and manager—something the “ 
needs in molding and shaping the future conduct of the activities 
under his supervision and control. 


340 

















